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Price Ranges of Stock on New York Stock Exchange 


Robert |. Wishnick, Chairman Emeritus 
and a member of the Company’s Board 
of Directors, continues to provide guid- 
ance to management. A founder of Witco, 
Mr. Wishnick also serves on the boards 
of several philanthropic organizations. 


Notice of Annual Meeting 


The annual meeting of shareholders will 
be held Wednesday, April 26, 1978, at 
2:30 P.M., New York time, at Manufac- 
turers Hanover Trust Company, 350 Park 
Avenue, 30th floor, New York, New York. 
The notice of meeting and proxy material 
will be mailed on or about March 24, 
1978. Shareholders unable to attend this 
meeting are asked to sign and return 
their proxies promptly. 


For a complimentary copy of the Com- 
pany’s Annual Report on Form 10-K, as 
filed with the Securities and Exchange 
Commission, send a written request to: 


Charles A. Polachi, Vice President 
Witco Chemical Corporation 

2/7 Park Avenue 

New York, New York 10017 


Contents 
Financial HighlightS 3a. s.r 1 
Report to Shareholders. 3. 22. eee 2 
Chemical Operations”. -.2.- ee 4 
Petroleum Operations ............ 8 
Commercial Services... a. tne te 
Financial Review ....2...-eeaenen 13 
statements of Income ->. 2.2. eee 14 
Balance Sheets ......... «aa. eee 15 
Retained Earnings and 

Capital Surplus Statements ...... 16 
Changes in Financial Position ...... 1% 
Notes to Financial Statements ...... 18 
Accountants’ Report .2222 eee 24 
Management’s Discussion and 

Analysis of the 

statements of Income... fae 2a 
Ten Year Statistical Summary ...... 26 
Directors, Corporate Officers ...... 28 


Management of Foreign Manufacturing 
Subsidiaries, Affiliates, Manufacturing 
Locations. ne Inside Back Cover 


Executive Offices 

277 Park Avenue 

New York, New York 10017 
(212) 644-6300 


Stock Registrar and Transfer Agent 
Morgan Guaranty Trust 

Company of New York 

30 West Broadway 

New York, New York 10015 


Common Stock Symbol—WIT 


Common Preferred 
1977 1976 1977 1976 

High Low High Low High Low High Low 
$33% $28 $29V2 $202 $79 $71 $72 $51 V2 

34 29% 2h Anes 82% 73% 66¥2 58% 

30% 24% 20 /2u co v4 67% 64% 72% 65 

29% 23 30 20 72 60 73¥8 64 
$34 $23 $30 $20 V2 $82% $60 $73% $51¥% 


Witco Chemical Corporation 


Fifty-Eighth Annual Report 1977 


Financial Highlights (Dollars in thousands, except per share data) 


Net sales 
Net income 
Net income per common share 


1977 
$632,412* 
$ 24,643°* 
$ 4.30 


Dividends paid per common share 


Capital expenditures 
Depreciation, depletion and amortization 


$ 1.46" 
$ 29,404° 
$ 17,329° 


*Record 


About the Corporation 


Witco is a producer of a wide range of 
special purpose chemical and petroleum 
products for industrial and consumer 
use. The Company concentrates on for- 
mulating products to meet customer 
specifications and applications, and has 
a skilled technical service and marketing 
staff to complement its specialty prod- 
ucts manufacturing program. 


Quarterly Financial Highlights (Dollars in thousands, except per share data) 


1976 % Change 
$565,958 se 2 
$ 23,062 ai 
$ 64.10 + 5 
Se 1.00 rae 
$ 27,398 + 7 
$ 15,151 +14 
The Cover 


To ensure continued growth of our white 
oil business, a new hydrogenation unit 
will be built at Gretna, La. at a cost of 
over $28 million, the biggest single capi- 
tal commitment in Witco’s history. The 
cover shows a portion of our present hy- 
drogenation unit at Petrolia, Pa. 


Common 
Sales Earnings Dividends Paid 
Total Per Share 
Quarter 1977 PSAs 1977 1976 1977 1976 1977 1976 
First $149,101 $131,918 $ 4,556 $ 5,457 $ .80 3% .98 $ .35 $ 30 
Second 167,298 144,501 6,254 6,780 1.09 1.22 35 .30 
Third 160,975 145,439 7,519 5019 1.31 el .38 30 
Fourth 155,038 144,100 6,314 5,306 1.10 .93 .38 35 
Total $632,412 $565,958 $24,643 $23,062 $4.30 $4.10 $1.46 $1.30 


Note: Preferred dividends were paid at the rate of $.6625 in each quarter or $2.65 each year. 


—_— 


Report to Shareholders 


We are pleased to report that 1977 was 
another successful year for the Com- 
pany. Both sales and dollar earnings 
were the highest in our 58-year history, 
with primary per share earnings the 
second highest in our history. Sales of 
$632 million were 12% ahead of 1976, 
and earnings of $24,643,000 were 7% 
ahead of 1976. On a per common share 
basis, our 1977 earnings were $4.30 
compared to $4.10 in 1976. 

The improved performance in 1977 
was due to a number of factors, among 
which were the expansion of business 
activity in the United States, a more 
profitable product mix, higher prices in 
several product areas, improvement in 
operating efficiency at our facilities and 
the phase out of certain unprofitable 
operations. 


Dividend Increased 

Dividends paid on the Common Stock in 
1977 were $1.46 per share as compared 
to $1.30 in 1976. The year 1977 became 
the fifth consecutive year that the annual 
dividend paid on the Common Stock was 
increased and represented the seven- 
teenth year in which the annual dividend 
paid on this stock was raised since the 
Company became publicly owned nine- 
teen years ago. We are proud of this 
record that recognizes the importance 
of the needs of our shareholders. 


Basic Objective 
The Company’s objective is to expand 
and capitalize in those areas of the 


special purpose chemical and petroleum 
business where we have basic strengths 
in manufacturing, marketing and tech- 
nology. The major portion of our 1977 
capital expenditure program of $29.4 
million was spent to increase our pene- 
tration of those markets which we feel 
are most promising for us. 

In support of our basic operating phi- 
losophy, certain other steps were taken 
in 1977 to upgrade and to improve our 
product lines, to develop new and better 
products, to improve the effectiveness of 
our marketing efforts, and to sell or 
phase out those operations whose future 
prospects did not fit into our program 
for planned growth. 


Polybutylene Assets Sold 

The assets of our polybutylene busi- 
ness were sold to Shell Chemical Com- 
pany, a division of Shell Oil Company, 
for $12.3 million. This sale was at approx- 
imately book value and resulted in no 
material gain. Contrary to original expec- 
tations, polybutylene had not established 
a profitable niche for itself as a special 
purpose plastic. Instead, our polybutyl- 
ene operation incurred a string of annual 
losses, and analysis indicated that poly- 
butylene would grow more as a com- 
modity than as aspecialty. Italso became 
clear that a very large investment would 
be required for polybutylene to compete 
in the commodity polyolefin market and 
to achieve profitability. It was decided 
that the capital required would be better 
spent in expanding our existing profit- 


“*,..the annual dividend paid on the 
common stock was increased and 
represented the seventeenth year in 
which the annual dividend paid on 
this stock was raised since the 
Company became publicly owned 
nineteen years ago.” 


able line of businesses. Company net in- 
come in1977 was reduced by $2,950,000, 
or 52 cents per share, from losses in 
polybutylene operations. This compared 
with 1976 losses of $2,100,000, or 38 
cents per share. 

Strategic decisions were also made 
regarding our future in specialty asphalts 
and petroleum-based binder pitch. At 
Perth Amboy, N.J. we eliminated the man- 
ufacture of petroleum-based binder pitch 
because our coal tar pitch facility at Point 
Comfort, Tex. is more economical under 
present conditions. At the same time, we 
sold our asphalt plant in Hammond, Ind. 
and concentrated specialty asphalt man- 
ufacturing at Lawrenceville, Ill. 


Year of Progress 

Much was accomplished during 1977 to 
strengthen other lines of our business. 
We completed the new Kenite® diatoma- 
ceous earth processing plant at Quincy, 
Wash. and the thiochemical unit at Taft, 
La. We commenced operations in Hous- 
ton, Tex. for expanded blending and 
packaging of Kendall® and Amalie® lu- 
bricating oils. We completed start-up op- 
erations at our $10 million hydrogenation 
unit at Petrolia, Pa. and commenced 
manufacture of magnesium sulfonate by 
a new process at Gretna, La. We began 
work on a sizable expansion of our oxi- 
dized petrolatum operation inthe Nether- 
lands and also announced an investment 
in excess of $28 million for the largest 


hydrogenation unit in the world for white 
oils. This also will be the largest capital 
Outlay in the Company’s history for any 
One project and reflects our determina- 
tion to continue as the world’s leading 
producer of these specialty petroleum 
products. 


Higher Budgets Approved 

Certain expenses that management con- 
siders essential for the future growth of 
the Company were increased in 1977. 
About $9.2 million was spent on re- 
search and development of new prod- 
ucts, improvement of existing products 
and processes, and technical service to 
customers, compared to $8.1 million in 
1976. About $6.1 million was spent to 
advertise the Company’s products on 
television and radio and in magazines 
and other media, an increase of 15% 
over 1976. Approximately $5.0 million 
was spent to improve safety and the 
environment in an ongoing program, 
compared to approximately $4.7 million 
in 1976. Higher budgets for these pro- 
grams have been approved for 1978, and 
we feel this is money well spent to de- 
velop, improve and expand our existing 
businesses. 


New Directors 

Since our last Annual Report, two new 
Directors have joined the Witco Board of 
Directors. Both of them bring wide and 
varied experience to our Company and 
will help to plan for our future. We 
welcome Leonard C. Yaseen, formerly 
Chairman of the Executive Committee of 
The Fantus Company, one of the Dun & 
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Bradstreet companies, and John L. Wein- 
berg, Senior Partner and Co-Chairman 
of the Management Committee of Gold- 
man, Sachs & Co., one of the country’s 
largest international investment banking 
and brokerage firms. 


Outlook 

In summary, 1977 was a year of sub- 
stantial progress after a slow start at 
the beginning of the year. The level of 
business activity for the last six months 
of 1977 appears to be continuing in the 
early months of 1978. Should the econ- 
omy continue to maintain its present 
strength, we would expect 1978 to be 
another successful year for Witco. We 
will Continue to concentrate on those 
areas where we have established 
strengths. At the same time, we will be 
looking for new areas of challenge that 
fit into our overall program of growth for 
special purpose chemical and petroleum 
products. Current indications point to 
capital expenditures in 1978 in excess of 
$35 million, which is part of a continuing 
program of constantly increasing capital 
expenditures to help keep us in the fore- 
front of our specialty areas. 

We are proud of the accomplishments 
of 1977 and of the dedication, loyalty and 
hard work of our 5,130 employees who 
made our 1977 goals a reality. To them, 
to our Directors who guide the Com- 
pany, and to our customers, suppliers 
and shareholders, we offer our sincere 
thanks for their continued support of the 
Company and its overall policies. 


William Wishnick 
Chairman and Chief Executive Officer 


ae 


Henry Sonneborn III 
President and Chief Operating Officer 
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Chemical Operations 


William E. Setzler 
Executive Vice President 


Chemical Group sales increased during 
1977 to $297,657,000, up 15%, which 
reflects an increase in both prices and 
volume. Material costs rose modestly 
throughout the year but other operating 
costs, such as those for wages and en- 
ergy, increased at a faster rate, particu- 
larly during the first half of the year. 


New Construction 

The year saw the completion in the fourth 
quarter of Witco’s new diatomaceous 
earth processing plant at Quincy, Wash. 
While operations in the new plant began 
too late in the year to have any impact on 
1977 earnings, the start-up of the plant 
went smoothly. A substantial increase in 
sales and earnings is expected for this 
product line in 1978, as a result of our 
increased capacity. 

Diatomaceous earth is an excellent 
filtration medium because of its unusual 
nature and composition. Composed of 
the siliceous skeletons of prehistoric 
plants, each diatomite particle is honey- 
combed with hundreds of microscopic 
channels that filter out suspended matter 
while allowing the clear liquid to pass 
through. 

As a result of the increased capacity, 
the Company will be able to accelerate 
its deliveries of Kenite diatomite filter- 
aids worldwide to the growing number 


of industries that are turning to this prod- 
uct to meet increasingly difficult filtra- 
tion requirements. The enlarged capa- 
city will also provide the Company with 
the capability to handle a greater volume 
of bulk hopper car shipments of diato- 
mite products. 

Witco currently offers many grades of 
diatomite filteraids to solve a wide variety 
of filtration problems in industry, and 
the use of Kenite diatomite filteraids has 
been growing rapidly in many fields— 
particularly food and beverage, petro- 
leum, pharmaceutical and agriculture. 

Our facility in Quincy is located on a 
32-acre site which gives us ample room 
for expansion when warranted by mar- 
ket conditions. The plant contains ad- 
vanced environmental control and safety 
equipment to assure clean air quality and 
employee safety. Extensive deposits of 
high purity diatomite ore are mined by 
the Company near the Quincy plant. 

Another major expansion completed 
during 1977 was the thiochemical plant 
at Taft, La. Its completion enabled the 
Company to shut down its thiochemical 
unit in New Castle, Del. The plant will not 
only manufacture the standard Halby 
product line in larger quantity and higher 
quality, but also provides the capability 
to produce tailor-made thiochemicals to 
meet the demands of a more sophisti- 
cated market. The plant produces thio- 
glycolates which are used as polymer 
stabilizer intermediates and compounds 


Chemical Sales by Product Categories 


Years Ended December 31 1977 1976 1975 1974 1973 
(Dollars in Thousands) 

Chemical products $219,390 $186,572 $166,121 $180,949 $128,831 
Detergent products 76,265 Tiersy2 75,198 T1329 47,724 
Miscellaneous 2,002 esol) 2,093 20,226 25,/56 
Total Product $297,657 $259,560 $243,412 $272,498 $202,311 
Geographic Sales 

Domestic $215,624 $188,587 $167,912 $189,936 $149,394 
International 82,033 70,973 75,500 82,562 52,917 
Total Geographic $297,657 $259,560 $243,412 $272,498 $202,311 


for the cosmetic industry. The plant also 
produces ammonium, sodium and other 
thiocyanates in solution and crystalline 
form for use in acrylic fibers, photo- 
graphic materials and herbicides. 


Plastic Additives 

Volume in PVC stabilizers and plasticiz- 
ers rose more than 10% in 1977 over 
1976, which was in line with general PVC 
industry growth. This increased activity 
in the PVC industry also resulted in good 
sales volume for stearates and waxes, 
although in the former product line, ris- 
ing fats and oil prices depressed mar- 
gins. In the non-PVC plastic areas, sta- 
bilizers for polypropylene enjoyed 
substantial volume increases and im- 
proved margins. 

The Company’s organic peroxide 
sales and earnings reached new high 
levels in 1977, exceeding those for 1976, 
the previous record year. 

These products are used to initiate 
polymerization reactions. Witco organic 
peroxides are used in the manufacture of 
PVC, polyethylene and polystyrene and 
in cross linking unsaturated polyesters. 
This area of the Company’s activity is 
characterized by a high technological 
input for research and development and 
sophisticated manufacturing operations. 


In its programs to reduce vehicle 
weight and increase gasoline mileage, 
the automotive industry is using increas- 
ing amounts of plastics. Witco par- 
ticipates in this growing trend as a sup- 
plier of plastic additives and urethane 
chemicals. 


Detergent Chemicals 

The alkyl benzene plant at Carson, Calif. 
continued to operate at or near capacity 
for both detergent grade and chemical 
grade alkylate. Margins continued to be 
satisfactory. The Company is now en- 
gaged in a program at Carson that will 
ensure that the unit’s benzene emissions 
will be well below the Federal Govern- 
ment’s recently promulgated upper limit. 
Our work on benzene emission control 
will be completed in 1979. 

Volumes of other industrial detergent 
chemicals remained at the same level as 
in 1976. Private label packaged deter- 
gent case volume increased in 1977 over 
1976 with a major supermarket chain en- 
tering our program. Competitive pricing, 
with rising raw material and labor costs, 
has had an inhibiting effect on pack- 
aged detergent margins so that, despite 
the sales growth, earnings were flat. 


Urethane Chemicals 

The upward spiral of energy costs has 
made our urethane foam insulation line 
increasingly attractive. Polyesters, which 


we sell to manufacturers of polyure- 
thanes, increased in volume and this, 
combined with somewhat better mar- 
gins, resulted in satisfactory returns. 
New polyester applications included a 
cellular headliner which is now used in 
several major automobile lines. Non- 
cellular and microcellular applications, 
including shoe soles, also increased in 
volume. 


Surfactants 

Sales of these products to oil producers 
for de-emulsification of crude oil were 
particularly gratifying. Satisfactory vol- 
umes were achieved in industrial spe- 
cialties and toiletries, but sales in the 
agricultural field continued to suffer from 
the adverse effects of the agricultural 
chemical industry’s lower level of activity 
during the last two years. To some ex- 
tent, this lower activity has been due to 
the complicated registration process re- 
quired by Federal laws. The Company 
now looks forward to increased sales of 
its agricultural emulsifiers, since the reg- 
istration of a number of formulations 
containing our materials is almost com- 
plete. The lower return to the nation’s 
farmer has inhibited the growth of the 
agricultural chemical market. 


Specialty products sold to the metal- 
working industry continued to show sub- 
stantial year-to-year increases. 


International 
Higher inflation rates outside the United 
States, coupled with excess capacity in 
the European chemical industry, had a 
depressing effect on earnings in the 
United Kingdom, although from an oper- 
ating earnings standpoint, 1977 was an 
improvement over 1976. In France, sales 
and earnings were comparable to those 
of the previous year and must be con- 
sidered satisfactory in a generally de- 
pressed economy. The unfavorable ex- 
change rate of the Canadian dollar 
against the American dollar reduced our 
margins on U.S. manufactured goods 
sold in Canada and made many of the 
raw materials for our Canadian subsid- 
iary especially expensive. Both of these 
factors affected our Canadian earnings. 

Mexico and Israel had excellent oper- 
ating results during 1977. Mexico, after 
an off year in 1976 because of an unex- 
pectedly large peso devaluation, was 
able in 1977 to rebound to its pre-deval- 
uation profit levels. Israel, despite the 
large devaluation of the Israeli pound 
during 1977, was able to improve on the 
excellent 1976 operating results because 
of timely price increases put into effect 
as well as improved operating efficien- 
cies. 

Our ability to export chemical prod- 
ucts is helped by the recent weakness 


of the dollar against European curren- 
cies, but the depressed state of the econ- 
omy in Europe has had the effect of 
offsetting this advantage with lower pre- 
vailing prices there. 


Chemical Industry Status 

Several factors unique to the chemical 
industry deserve mention, as they will 
affect our sales and earnings in the com- 
ing year. The continuing high cost of new 
construction, further swelled in recent 
years by the necessary environmen- 
tal control and energy-saving devices 
that must be included, requires higher 
margins on our products to justify new 
investment. Supply and demand of most 
of the basic chemical building blocks 
that Witco consumes in its manufacture 
of specialty chemicals are in good bal- 
ance and, aside from the inflationary 
pressures of the general economy, no 
unusual raw material price increases are 
anticipated. The nature of our business, 
however, with relatively low individual 
product volumes coupled with high unit 
costs for development and marketing, 
reguires that our selling prices accu- 
rately reflect all of our increased costs. 
Therefore, our program to increase mar- 
gins by reducing costs is continuing. 


Petroleum Operations 


J. Lawson Kennedy 
Executive Vice President 


Sales of the Petroleum Group were 
$334,755,000, an increase of approxi- 
mately 9% over 1976. Gains were re- 
corded in substantially all areas of our 
petroleum business, in terms of physical 
volume and dollars. 

Considerable effort was made to pre- 
pare for the challenges and opportunities 
of the 1980’s. Several major capital pro- 
jects were approved which will expand 
and strengthen our position in special 
purpose petroleum products. Numerous 
additional energy conservation projects 
were also initiated. 


Sonneborn Special Purpose 
Petroleum Products 

Net domestic and overseas dollar sales 
of these products, which include white 
oils, petroleum sulfonates, petrolatums, 
and waxes, were approximately 18% 
over 1976. The increase in net sales was 
primarily the result of volume increases 
in sulfonates, SACI® rust preventive con- 
centrates and white oils. The total vol- 
ume increase over 1976 was approxi- 
mately 8%. 

To ensure continued growth of the 
white oil business, the Company has 
planned construction of a new hydroge- 
nation unit at Gretna, La. The estimated 
investment, in excess of $28 million, will 
be the greatest single capital outlay in 
the Company’s history. This facility, for 


the production of white oils, will be the 
largest of its kind in the world. In con- 
junction with our existing plants at 
Petrolia, Pa. and Amsterdam, the Nether- 
lands, the new hydrogenation unit will 
enable the Company to maintain its 
worldwide leadership in the production 
and sales of white mineral oils. On- 
stream operation is targeted for mid- 
1980. 

The continuing rapid growth of our 
petroleum sulfonate business in general 
and our magnesium sulfonate business 
in particular led to the construction of a 
new magnesium sulfonate unit at Gretna, 
La. This facility, employing new, more 
economical process technology, went 
on-stream early in 1977. Plans for fur- 
ther expansion are already underway to 
meet increasing demands of the lubri- 
cating and fuel oil additive markets. 

Our special sulfonates, formulated for 
use in the tertiary recovery of crude oil, 
were sold for four crude oil production 
pilot projects during 1977. One of the 
projects was undertaken by Witco’s 
Kendall/Amalie Division and two other 
oil companies, with half of the required 
investment being funded by a grant 
from the Federal Government’s Energy 
Research and Development Administra- 


Petroleum Sales by Product Categories 


Years Ended December 31 1977 1976 1975 1974 1973 
(Dollars in Thousands) 
Petroleum products $279,183 $244,249 $227,633 $233,982 $139,845 
Asphalt and coal tar 

products 40,942 44,559 40,734 43,947 22,599 
Miscellaneous 14,630 17,590 15,955 6,365 5,948 
Total Product $334,755 $306,398 $284 322 $284 294 $168,392 
Geographic Sales 
Domestic $300,446 $275,799 $258,435 $253,964 $148,615 
International 34,309 30,599 25,887 30,500 19,777 
Total Geographic $334,755 $306,398 $284,322 $284,294 $168,392 


tion. If successful results are obtained 
from these pilot tertiary recovery proj- 
ects, large-scale use of petroleum sul- 
fonates for this purpose can be expected 
during the 1980's. 

Plans to construct a new facility in 
Holland to produce oxidized petrolatums 
were also announced. A plant based on 
new technology developed by our Dutch 
subsidiary will more than triple oxidized 
petrolatum production capacity. The out- 
put will be marketed to producers of rust- 
proofing compounds throughout Europe. 

Special purpose petroleum products 
have been a major contributor to the 
profitability of Witco’s petroleum opera- 
tions and, through the commitments out- 
lined above, we are confident that they 
will continue to be so in the years to 
come. 


Kendall/Amalie Lubricants 
Continued emphasis was placed upon 
deeper penetration into existing markets 
for both Kendall and Amalie branded 
lubricants. Combined U.S. domestic 
shipments of Kendall and Amalie motor 
oils increased by over 3% during 1977, 
while estimated U.S. domestic lubricat- 
ing oil demand increased approximately 
1%. Kendall and Amalie exports declined 
slightly from 1976 levels due to the pro- 
longed dock strike. 

Several steps were taken to further 
improve the Company’s market position. 


The introduction of the Dispos-a-Jug® 
for Kendall oil was greeted enthusiastic- 
ally by distributors, retailers and con- 
sumers. The successful marketing of this 
one-gallon plastic jug of motor oil, which 
when emptied can be reused to dispose 
of oil drainings in an environmentally ac- 
ceptable manner, was a first in the in- 
dustry. In addition, the packages for the 
Kendall and Amalie line of lubricants 
were fully redesigned. 

We are introducing new synthetic- 
fortified motor oils in 1978. These new 
additions to our branded line will im- 
prove gasoline mileage and extend drain 
intervals in both new and older automo- 
biles. 

A blending and packaging plant in 
Houston, Tex. was brought on-stream. 
We arranged for a can supplier to build 
an adjacent manufacturing facility for the 
millions of cans which we will use. With 
our new plant, we will be better able to 
serve the important Southwestern market 
for Kendall and Amalie branded oils and 
for private label lubricants. 


Crude Oil Development 

To assure a continued supply of Pennsyl- 
vania grade crude oil for our Bradford, 
Pa. refinery, the Company approved 
crude oil production expenditures more 
than double those of 1976. In all, we 


completed a total of 57 wells. Although 
extremely cold weather in Ohio and 
Pennsylvania during the first quarter of 
1977 hindered our crude oil operations 
and delayed several projects, the tempo 
picked up considerably during the last 
half of the year. 

The continued commitment to in- 
creasing crude oil production is evi- 
denced by maintaining the existing high 
level of investments in our 1978 crude 
oil development budget. Our Company's 
own wells supplied about 30% of our 
Bradford refinery’s crude oil require- 
ments; it is planned to increase this per- 
centage in 1978. 

As in the past, efforts are underway to 
utilize enhanced recovery techniques. In 
addition to the joint project on tertiary 
recovery of crude oil mentioned previ- 
ously, the Company began a secondary 
recovery project (waterflood) on one of 
our properties in Bradford, Pa. 


Golden Bear Special Purpose and 
Private Label Lubricants 

Combined sales of these products, pro- 
duced at our Bakersfield, Calif. refinery, 
exhibited considerable growth over the 
prior year. Total refinery thruput was up 
12%, and continued progress is antici- 
pated for 1978 with the introduction of a 
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newly approved railroad locomotive oil 
and an unusual naphthenic base 2-cycle 
engine oll. 


Asphalt and Coal Tar Specialties 

Some far-reaching changes were made 
in these operations during 1977. After 
discontinuing asphalt specialty produc- 
tion at Perth Amboy, NJ. in late 1976, 
the Company further consolidated its 
position by selling its Hammond, Ind. 
asphalt plant in 1977. We simultaneously 
increased asphalt processing capabili- 
ties at our remaining plant in Lawrence- 
ville, Ill. 

Unit sales of both coal tar pitch and 
creosote were up approximately 30% 
over 1976 levels. This was made possi- 
ble by an upturn in the aluminum indus- 
try, to which our pitch is sold. With in- 
creased pitch production came a greater 
yield of its co-product, creosote, which 
we sell to companies in the wood-treat- 
ing industry. 

Sales of Coherex® dust control agent 
and Reclamite® asphalt rejuvenating 
agent were about equal to 1976 levels. 
This flat performance contrasted with 
quite vigorous growth during the past 
five years. The Company has recently ini- 
tiated a marketing plan to expand sales 
of Reclamite and Coherex products on 
the East Coast. 

During 1977, the Company introduced 
Cyclogen® recycle agent for use in re- 
cycling old asphalt pavements. The ris- 
ing cost of asphalt, coupled with the 
shortage of acceptable aggregate, has 


raised the level of interest in asphalt 
pavement recycling. Our technology in 
this area is generally recognized as be- 
ing at the forefront and we are gearing 
our efforts to maintain this position. 


Energy Utilization 

The conservation of energy is a major 
goal at all of the Petroleum Group’s loca- 
tions, and considerable progress was 
made in reducing energy requirements 
per unit of output at a number of our 
facilities. Insulation programs, many em- 
ploying Witco’s polyurethane foam, are 
among the steps being taken. Several of 
our plants have conducted studies 
aimed at reducing overall energy con- 
sumption through process changes, and 
the indicated changes are now being 
made. 

While most of our processing facilities 
are equipped with multiple (oil/gas/coal) 
Capability to meet possible gas short- 
ages, the concept is being expanded to 
include additional locations. Where feas- 
ible, we are converting gas or fuel oll 
boiler installations to coal-burning. In 
particular, a new coal-fired boiler is be- 
ing erected at our Bradford, Pa. refinery 
to replace two oil-fired boilers, at a cost 
of over $4 million. It is anticipated that 
when completed in mid-1979, the new 
boiler will substantially reduce our yearly 
energy cost. 
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Commercial Services 


George IF, Polzer, Jr. 
Executive Vice President 
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The Commercial Services Group initi- 
ated several new programs to provide 
the operating divisions with the central- 
ized services needed to promote the 
Company’s growth and efficiency. 


Purchasing, Distribution & Traffic 

A number of supply agreements which 
continue to be extremely important to the 
Company in its constant efforts to mini- 
mize increasing raw material and pack- 
aging costs were completed. Included in 
these efforts were arrangements for an 
on-site can manufacturing facility adja- 
cent to our new Houston, Tex. canning 
plant. The installation of a computerized 
rail car program which monitors approxi- 
mately 800 rail cars required to service 
our plants and customers was com- 
pleted. This system will maximize rail 
car utilization, service our customers 
more efficiently and provide cost reduc- 
tions in this phase of operations. 


Corporate Communications 

A number of changes aimed at improv- 
ing communications with customers, em- 
ployees and the investing public were 
initiated. Progress was made on the es- 
tablishment of a videotape capability 
throughout the Company to facilitate 
safety programs and other informational 
and educational programs planned with- 
in the Company. An audiovisual program 
was prepared to train employees in the 
proper handling and shipping of hazard- 
ous materials. 


Regulatory Compliance 

Ever-increasing government regulations 
at Federal, state and local levels have re- 
sulted in an increasing amount of effort 
to ensure compliance. The Toxic Sub- 
stances Control Act and the regulations 


pertaining to the Act continue to be a 
major and ongoing problem for the 
chemical industry and the Company. 
The Company is, of course, complying 
with these regulations, but an increasing 
number of man-hours and funds are in- 
volved in this type of activity. 


Safety 

A program to provide a safer working 
environment for all employees was ac- 
celerated. Recordable injuries were re- 
duced 13% in 1977, compared with 1976, 
although lost-workday cases increased. 
To a great extent, this increase reflects 
the closer attention being paid to minor 
injuries by the medical profession. An 
intensive Company-wide safety training 
program is under way. An_ industrial 
hygiene program has been developed 
for all major plants to assist their work 
force in maintaining acceptable expo- 
sure limits. Every effort is being made to 
conform with all Occupational Safety 
and Health Act regulations, and with re- 
gard to the Environmental Protection 
Agency, at year-end, the Company had 
either complied or was meeting pre- 
scribed compliance schedules at all 
locations. 


Corporate Engineering 

Corporate engineering completed six- 
teen new projects, the largest being the 
diatomaceous earth processing plant at 
Quincy, Wash. The thiochemical unit at 
Taft, La. was also completed, and pre- 
liminary engineering was begun on the 
$28-million-plus hydrogenation unit to 
be erected at Gretna, La. for the pro- 
duction of white oil. In anticipation of 
increased capital expenditures, plans 
are under way to broaden our engineer- 
ing Capabilities. 


Financial Review 


Income Before Income Taxes and Extraordinary Items 
Years Ended December 31 1977 1976 HOLS 1974 1973 


(Dollars in Thousands) 


Segment Operating Income: 


Petroleum Segment $40,343 $36,041 $34,171 $34,428 $23,475 

Chemical Segment 23,859 24,664 192205 27,102 19,354 

Inter-Segment Eliminations (2) (2) 72 (2) (33) 
Operating Income 64,200 60,703 53,448 61,528 42,796 
Non-Operating Expenses—Net (16,700) (14,698) (18,990) (13,625) (10,536) 
Interest Expense—Net (3,930) (4,001) (4,825) (4,471) (3,139) 
Income Before Income Taxes and 

Extraordinary Items $43,570 $42,004 $29,633 $43,432 $29,121 


Geographic Operating Income: 


Domestic Area 

International Area 

Inter-Area Eliminations 
Total Geographic 


William J. Ashe 
Senior Executive Vice President 


$64,200 $60,703 $53,448 


7,746 7,262 5,273 
(5) (132) 125 


$56,459 $53,573 $48,050 $46,465 $34,665 
15,417 7,994 


(354) 137 


Sales and Earnings 

Net sales for 1977 were $632 412,000, an 
increase of $66,454,000, or 12% over 
1976 sales of $565,958,000. Net income 
for 1977 amounted to $24,643,000, or 
$4.30 per share, an increase of 7% over 
1976 net income of $23,062,000, or $4.10 
per share. 

Net income as a percent of sales for 
1977 was 3.9% as compared to 4.1% in 
1976. The decline in the return on sales 
resulted from an increase in the Polymer 
Division operating losses as well as the 
inability to pass through all increases in 
costs of operating the business. Our re- 
turn on invested capital (net income as 
a percentage of average shareholders’ 
equity) was 14.3% in 1977 as compared 
to 14.9% in 1976. 


Working Capital 

Working capital at year-end increased 
to $116 million compared to $94 million 
in the prior year. At December 31, 1977 
the ratio of current assets to current 
liabilities was 2.50 to 1, which is an im- 
provement over the 2.35 to 1 ratio at 
December 31, 1976. While net income 
derived from operations is an important 
source of working capital, depreciation 
is also an important contributing factor. 
Depreciation represents a charge for 
wear and tear against operating income 
to cover the cost of capital equipment 
utilized in manufacturing of our special 
purpose chemical and petroleum prod- 
ucts. The charge for depreciation, de- 
pletion and amortization amounted to $17 
million as compared to $15 million in the 
prior year. Depreciation as a percentage 
of average gross investment in plant, 
property and equipment in 1977 was 
6.5% as compared to 6.2% in 1976. 


$61,528 $42,796 


Capital Expenditures 

Capital expenditures in the current year 
were $29.4 million as compared to $27.4 
million in the prior year, an increase of 
7.3%. These expenditures represent 
additional investments in capital equip- 
ment for expansion, modernization and 
new facilities. A part of these investments 
is mandated by the ever increasing re- 
quirements to meet the new standards 
for environmental and safety laws. 


Long-Term Debt 

Long-term debt at December 31, 1977 
was $69.3 million, down from $72.2 mil- 
lion of the prior year. The Company, in 
addition to making normal principal pay- 
ments on its long-term debt, also pur- 
chased in the open market $2.3 million 
of additional debentures to be applied to 
future years’ requirements. 


Dividends 

Dividends paid on the Common Stock 
were $1.46 per share as compared to 
$1.30 in the prior year, an increase of 
12%. The dividends paid on preferred 
were $2.65 per share, the same in both 
years. The number of shares of common 
increased from 5,590,989 shares at year- 
end in 1976 to 5,695,660 shares at year- 
end of 1977, due principally to conver- 
sionof Preferred Stock and the exercise 
of employee stock options. 


New Reporting Requirements 

The Financial Accounting Standards 
Board has issued anumber of statements 
affecting financial reporting, none of 
which had a material effect on the Com- 
pany. These statements included ac- 
counting for Oil and Gas transactions 
(the principal element being the suc- 
cessful efforts method of accounting), 
Lease Transactions and Segment Re- 
porting. 
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Witco Chemical Corporation and Subsidiary Companies 


Consolidated Statements of Income 
For the years ended December 31 1977 1976 


Net Sales and Other Income: 


Net sales $632,412,000 $565,958,000 
Interest 1,484,000 1,400,000 
Miscellaneous—net 1,409,000 1,020,000 

Total 635,305,000 568,378,000 


Costs and Expenses: 


Cost of goods sold 513,646,000 456,845,000 
Selling and administrative expenses 55,346,000 48,977,000 
Depreciation, depletion and amortization 17,329,000 15,151,000 
Interest 5,414,000 5,401,000 
Total 591,735,000 526,374,000 

Income Before Federal and Foreign Income Taxes 43,570,000 42,004,000 
Federal and Foreign Income Taxes 18,927,000 18,942,000 
Net Income $ 24,643,000 $ 23,062,000 


Per Common Share: 


Net income $4.30 $4.10 | 
Net income—assuming full dilution $3.98 $3575 


The Notes to Financial Statements on pages 18 through 24 should be read in conjunction with these financial statements. 


Witco Chemical Corporation and Subsidiary Companies 


Consolidated Balance Sheets 
At December 31 1977 1976 


ASSETS 

Current Assets 

Cash, including certificates of deposit of $8,500,000 and $5,600,000 $ 16,829,000 $ 15,852,000 

Short-term investments—at cost which approximates market 17,055,000 7,599,000 

Accounts and notes receivable, less reserve of $955,000 and $785,000 84,939,000 75,436,000 

Inventories 71,182,000 62,255,000 

Prepaid expenses 3,413,000 3,306,000 

Total Current Assets 193,418,000 164,448,000 

Investments in Associated and Other Companies, 

less reserve of $2,266,000 and $2,237,000 6,519,000 6,235,000 
Property, Plant and Equipment—at cost, less accumulated depreciation, 

depletion and amortization 135,180,000 137,073,000 
Intangibles Applicable to Companies Acquired, less amortization 

of $890,000 and $815,000 12,537,000 12,612,000 
Deferred Costs and Other Assets 5,537,000 8,596,000 


Total Assets $353,191,000 $328, 964,000 


LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current Liabilities: 


Notes and loans payable, including current portion of long-term debt $ 5,088,000 $ 3,359,000 
Accounts payable and other liabilities 66,159,000 60,729,000 
Dividends payable 2,244,000 2,050,000 
Federal and foreign income taxes 3,818,000 3,929,000 
Total Current Liabilities 77,309,000 70,067,000 

Long-Term Debt 69,310,000 72,213,000 
Deferred Credits 26,651,000 23,883,000 


Shareholders’ Equity: 
$2.65 Cumulative Convertible Preferred Stock, par value $1 (minimum liquidating 
preference $7,902,000 and $9,321,000 on outstanding shares): 
Authorized—338,655 shares 
Issued and outstanding—119,728 shares and 141,223 shares 120,000 141,000 
Common Stock, par value $5 per share: 
Authorized—10,000,000 shares 


Issued and outstanding—5,695,660 shares and 5,590,989 shares 28,478,000 27,955,000 
Capital Surplus 4,194,000 3,349,000 
Retained Earnings 147,129,000 131,356,000 

Total Shareholders’ Equity 179,921,000 162,801,000 


Total Liabilities and Shareholders’ Equity $353,191,000 $328,964 ,000 


The Notes to Financial Statements on pages 18 through 24 should be read in conjunction with these financial statements. 


Witco Chemical Corporation and Subsidiary Companies 


Consolidated Statements of Retained Earnings 


For the years ended December 31 1977 1976 
Balance at Beginning of Year $131,356,000 $116,477,000 
Net income 24,643,000 23,062,000 
Dividends declared: 

$2.65 Cumulative Convertible Preferred Stock (334,000) (425,000) 

Common Stock ($1.49 per share and $1.35 per share) (8,449,000) (7,484,000) 
Excess of cost of Treasury shares issued over the par value of the Preferred Stock 

converted and the amount charged to Capital Surplus —_ (52,000) 
Excess of par value of Common Stock issued over the par value of the Preferred Stock 

converted and the amount charged to Capital Surplus (87,000) (222,000) 
Balance at End of Year $147,129,000 $131 ,356,000 


Consolidated Statements of Capital Surplus 


For the years ended December 31 1977 1976 
Balance at Beginning of Year $ 3,349,000 $ 3,605,000 
Excess of amounts received over par value of shares of Common Stock issued 

on exercise of stock options 1,004,000 162,000 


The portion of the excess of par value of Common Stock issued over the par value 
of the Preferred Stock converted, equal to the pro rata contribution to Capital Surplus 
which arose on issuance of the Preferred Stock (159,000) (409,000) 


The portion of the excess of cost of Treasury shares issued over the par value of the 
Preferred Stock converted, equal to the pro rata contribution to Capital Surplus which 


arose on issuance of the Preferred Stock — (9,000) 
Balance at End of Year $ 4,194,000 $ 3,349,000 


The Notes to Financial Statements on pages 18 through 24 should be read in conjunction with these financial statements. 


Witco Chemical Corporation and Subsidiary Companies 


Consolidated Statements of Changes in Financial Position 


For the years ended December 31 1977 1976 
Sources of Working Capital: 
Net income $ 24,643,000 $ 23,062,000 
Depreciation, depletion and amortization 17,329,000 15,151,000 
Other items not affecting working capital 2,472,000 2,589,000 
Working Capital Provided from Operations 44,444,000 40,802,000 
Additional long-term debt 1,511,000 719,000 
Reduction in investments in associated and other companies _ 3,788,000 
Net book value of property, plant and equipment dispositions 13,584,000 1,605,000 
Net book value of patents and licenses dispositions 1,624,000 — 
Exercise of employee stock options 1,260,000 203,000 
Funds from bond trustee for construction 1,026,000 3,251;000 
Other—net 880,000 810,000 
Total Sources $ 64,329,000 $ 51,178,000 
Uses of Working Capital: 
Property, plant and equipment expenditures $ 29,404,000 $ 27,398,000 
Dividends to shareholders 8,783,000 7,909,000 
Reductions in long-term debt 4,414,000 2,781,000 
Increase in investments in associated and other companies ~ 816,000 
Increase in working capital 21,728,000 12,274,000 
Total Uses $ 64,329,000 $ 51,178,000 
increase (Decrease) in Working Capital: 
Cash and short-term investments $ 10,433,000 $ 8,951,000 
Accounts and notes receivable 9,503,000 9,647,000 
Inventories 8,927,000 6,515,000 
Notes and loans payable (1,729,000) 863,000 
Accounts payable and other liabilities (5,430,000) (8,698,000) 
Federal and foreign income taxes 111,000 (3,654,000) 
Other—net (87,000) (1,350,000) 
Increase in Working Capital $ 21,728,000 $ 12,274,000 


Exclusive of conversion of Preferred Stock into Common Stock 


The Notes to Financial Statements on pages 18 through 24 should be read in conjunction with these financial statements. 
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Notes to Financial Statements 


. Summary of Significant Accounting 


Policies 


Principles of Consolidation: The con- 
solidated financial statements include 
the accounts of all subsidiaries. Material 
intercompany items and transactions are 
eliminated in consolidation. Minority in- 
terests in net assets and net income of 
subsidiaries are not material. 


Inventories: Inventories are principally 
stated at cost on the Last-In, First-Out 
basis (LIFO) which is not in excess of 
market. The balance of the inventories 
are stated at the lower of cost or market, 
cost substantially on the First-In, First- 
Out basis (FIFO). 


investments in Associated and Other 
Companies: Investments in associated 
companies are stated at cost, adjusted 
for equity in earnings or losses and divi- 
dends. Sales and costs of these asso- 
ciated companies are not included in the 
Consolidated Statements of Income; 
however, the Company’s equity in the 
earnings of these companies is included 
under the caption ‘“‘Miscellaneous—net”’ 
in these statements. Appropriate provi- 
sion is made for Federal income taxes 
applicable to such earnings. Investments 
in other companies are carried at cost 
(net of reserve for loss) and the Com- 
pany’s consolidated net income includes 
only dividends and/or interest received 
from such companies. 

Property, Plant and Equipment: Expen- 
ditures for major renewals and improve- 
ments of fixed assets and development 


costs of productive wells are capitalized. 
Expenditures for maintenance and re- 
pairs are charged to income as incurred. 
Development costs and applicable lease- 
hold costs of wells proven to be non- 
productive are charged currently to in- 
come. At the time fixed assets are dis- 
posed of, it is the policy of the Company 
to reduce the appropriate asset accounts 
and the related accumulated deprecia- 
tion, depletion and amortization ac- 
counts, with any gain or loss on disposal 
credited or charged to income. 

Depreciation and amortization are pro- 
vided for principally by the straight-line 
method, based on the estimated useful 
lives of the depreciable assets and the 
terms of the related leases. Depletion of 
oil and gas properties is computed by 
the unit-of-production method on an 
individual lease basis, based upon re- 
coverable quantities of oil and gas as 
estimated by the Company. Depletion is 
additionally provided in an amount equal 
to the tax benefit of the capitalized intan- 
gible development costs in the periods 
incurred. 


Intangibles Applicable to Companies 
Acquired: Intangibles applicable to com- 
panies acquired prior to November 1970 
are not being amortized. The intangibles 
applicable to companies acquired since 
that date are being amortized over forty- 
year periods. 


Deferred Credits: Deferred credits con- 
sist principally of deferred Federal and 
foreign income taxes which result pri- 
marily from differences in depreciation 
methods used for financial reporting and 
tax purposes, and investment tax credits 
which are being amortized over the esti- 
mated useful lives of the related fixed 
assets. 


Pension Plans: The Company has sev- 
eral pension plans covering substantially 
all of its employees. The Company’s 
policy is to fund these plans based on 
appropriate actuarial methods and pen- 
sion costs are based on such methods. 
Past service costs for the plans are 
amortized over 10 years. 


Net Income Per Common Share: Net 
income per common share is based upon 
the weighted average number of com- 
mon shares outstanding during each 
year and after recognition of the dividend 
requirements on the Preferred Stock. 
Common Stock equivalents (stock 
options) are omitted from this computa- 
tion since their inclusion would not have 
a material dilutive effect on the per share 
amount. Fully diluted net income per 
common share reflects the assumed 
conversion of the outstanding Cumula- 
tive Convertible Preferred Stock and 
Convertible Subordinated Debentures, 
and the exercise of those stock options 
that would have a dilutive effect. Re- 
lated dividend and interest requirements 
(net of tax effect) have been eliminated. 


2. Distribution of Sales, Income and Assets 


Years Ended December 31 
(Dollars in Thousands) 


Segments 


Net Sales 
Non-affiliated 
Inter-segment 
Total 


Operating Income 


Non-Operating Expenses—Net 
Interest Expense—Net 


Income Before Income Taxes 

Identifiable Assets 

Depreciation, Depletion and Amortization 
Capital Expenditures 


Geographic 


Net Sales 
Non-affiliated 
Inter-area 
Total 


Operating Income 


Non-Operating Expenses—Net 
Interest Expense—Net 


Income Before Income Taxes 
Identifiable Assets 


The Company is a domestic and inter- 
national producer of a wide range of 
special purpose chemical and petroleum 
products for industrial and consumer use. 

Inter-segment and inter-area sales are 
accounted for on the same basis used to 
price sales to similar non-affiliated cus- 
tomers; such sales are eliminated in 
arriving at consolidated amounts. 

Operating income is total revenue less 
Operating expenses. Inter-segment prof- 
its in inventory of $2,000 in 1977 and 
1976 and inter-area profits in inventory of 
$5,000 (1977) and $132,000 (1976) have 
been eliminated in the consolidated 
amounts. 


1977 
Chemical Petroleum 
Segment Segment Consolidated 
$297,657 $334,755 $632,412 
1,497 3,023 — 
$299,154 $337,778 $632,412 
$ 23,859 $ 40,343 $ 64,200 
(16,700) 
(3,930) 
$ 43,570 
$152,724 $159,195 $353,191 
$ 8,242 $ 8,875 $ 17,329 
$ 12,911 S 16622 $ 29,404 
1977 
Domestic International Consolidated 
$516,070 $116,342 $632,412 
14,112 TAD, — 
$530,182 $117,053 $632.412 
$ 56,459 8 Wes $ 64,200 
(16,700) 
(3,930) 
$ 43,570 
$249,206 $ 62,713 $353,191 


Corporate assets, included in the con- 
solidated amounts, are principally cash, 
short-term investments and investments 
in associated and other companies 
aggregating $41,272,000 (1977) and 
$29,405,000 (1976). 

Included in the consolidated amounts 
are depreciation and amortization of 
$212,000 (1977) and $228,000 (1976), 
and capital expenditures of $171,000 
(1977) and $173,000 (1976), applicable 
to corporate assets. 


1976 
Chemical Petroleum 
Segment Segment Consolidated 
$259,560 $306,398 $565,958 
1,065 2,446 _ 
$260,625 $308,844 $565,958 
$ 24,664 $ 36,041 $ 60,703 
(14,698) 
(4,001) 
$ 42,004 
$156,698 $142 861 $328, 964 
Wises eee S 15-153 
$ 12,677 $ 14,548 $ 27,398 
1976 
Domestic International Consolidated 
$464,386 $101,572 $565,958 
pa ray ese ee a 
$477,596 $101,652 $565,958 
$53.5 76 SeCOe $ 60,703 
(14,698) 
(4,001) 
$ 42,004 
$240,600 $ 58,959 $328,964 


Additional information with respect to 
subsidiaries operating in foreign coun- 
tries is as follows: 


1977 1976 
Current Assets $43,225,000 $39,241,000 
Non-current Assets 19,488,000 19,718,000 
Total Assets 62,713,000 58,959,000 
Current Liabilities 23,218,000 22,486,000 
Non-current Liabilities 7,125,000 6,538,000 
Total Liabilities 30,343,000 — 29,024,000 
Net Assets $32,370,000 $29,935,000 


Net income includes net income of for- 
eign subsidiaries aggregating $3,582,000 
(1977) and $2,542,000 (1976), including 
exchange losses of $276,000 (1977) and 
$1,200,000 (1976). The difference 
between international operating income 
and international net income is the net 
effect of interest expense and foreign 
income taxes. 
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. Inventories 
Inventories are classified as follows: 


Raw materials and supplies 


Finished goods (including work in process, which is not significant) 


The inventories would have been 
$42,881,000 and $36,851,000 higher than 
reported at December 31, 1977 and 
December 31, 1976, respectively, if the 
FIFO method of inventory accounting 
had been used by the Company for all of 
its inventories. 


. Property, Plant and Equipment 


A summary of property, plant and equipment follows: 


Land 

Mineral rights leaseholds 

Intangible development costs 

Buildings and building improvements 
Machinery, fixtures and equipment 

Leasehold improvements and related equipment 
Assets under construction 

Construction funds held by trustee 


Less: Accumulated depreciation, depletion and amortization 


1977 1976 
$34,221,000 $27,305,000 
36,961,000 34,950,000 
$71,182,000 $62,255,000 

OGL 1976 
$ 5,600,000 $ 6,256,000 
12,607,000 12,581,000 
11,956,000 9,703,000 
38,114,000 36,714,000 
198,207,000 183,340,000 
598,000 705,000 
7,902,000 15,635,000 
78,000 1,104,000 
275,062,000 266,038,000 
139,882,000 128,965,000 


$135,180,000 $137,073,000 


At December 31, 1977, the estimated 
costs to complete projects in process 
and other projects currently authorized 
but not yet started amounted to 
$47,000,000. 

The Financial Accounting Standards 
Board has recently issued a statement 
which is effective for fiscal years begin- 
ning after December 15, 1978. Such 
statement requires, among other matters, 
that companies having oil and gas pro- 
ducing activities utilize the successful ef- 
forts method of accounting to account 
for exploration and development costs. 
The effect of such statement on the Com- 
pany’s financial position or on its results 
of operations will not be material, as the 
Company has been employing the suc- 
cessful efforts method of accounting for 
exploration and development costs. 


. Notes and Loans Payable 
As at December 31, 1977, the Company 
had understandings with six banks for 
unsecured domestic lines of credit aggre- 
gating $45,000,000. These banks have 
informally discussed and requested that 
the Company maintain average compen- 
sating balances of 10% on the full credit 
line and an additional 10% on the bor- 
rowings outstanding under the lines; 
however, the Company has no balances 


that are legally restricted. Additionally, 
the Company has arrangements with var- 
ious banks for unsecured foreign lines of 
credit aggregating $10,700,000 (1977) 
and $9,000,000 (1976). Average out- 
standing daily borrowings under the 
domestic and foreign credit lines were 
$2,600,000 (1977) and $2,900,000 (1976) 
at a weighted average annual interest 
rate of 10.56%: (1977). and® 42.79% 
(1976), which was based upon daily out- 


standing borrowings and actual interest 
paid during the period. The maximum 
amount outstanding at any month-end 
was $4,300,000 (1977) and $3,200,000 
(1976). Such outstanding borrowings 
amounted to $3,401,000 at December 31, 
1977 ($1,801,000 at December 31, 1976) 
at an average annual interest rate of 
9.53% (14.35% at December 31, 1976). 
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Long-Term Debt 
Following isasummary of long-term debt: 


1977 1976 


8Vs % Notes due 1993 $15,000,000 $15,000,000 
7.45% Debentures 


due 1997 23,750,000 25,000,000 
5% Sinking Fund De- 
bentures due 1980 796,000 1,116,000 
4.65% Notes due 1984 6,500,000 7,150,000 
4V2% Convertible 
Subordinated De- 
bentures due 1993 14,250,000 15,000,000 
6% % Environmental 
Improvement 
Revenue Bonds, 
Series A of 1974 6,550,000 6,550,000 
6% % Industrial 
Revenue Bonds, 
1974 Series 1,000,000 1,000,000 
Other 31151, 0008) 2,955,000 
70,997,000 73,771,000 
Less: Amount 
included in cur- 
rent liabilities 1,687,000 1,558,000 


$69,310,000 $72,213,000 


The 8% % Notes are payable in an- 
nual installments of $1,000,000 com- 
mencing September, 1979. 


The 7.45% Debentures provide for an- 
nual sinking fund payments of $1,250,000 
commencing October, 1978. 

The 5% Sinking Fund Debentures 
provide for sinking fund payments of 
$375,000 annually. 

The 4.65% Notes are payable in an- 
nual installments of $650,000 with final 
payment of $2,600,000 in 1984. 

The 4¥2% Convertible Subordinated 
Debentures are convertible into shares 
of Witco’s Common Stock at $50 per 
share and provide for annual sinking 
fund payments, beginning in 1979, of 
5% of the aggregate principal amount of 
the debentures outstanding on Decem- 
ber 15, 1978. 

The 6% % Environmental Improve- 
ment Revenue Bonds, Series A of 1974, 
provide for annual sinking fund pay- 
ments in amounts ranging from $220,000 
to $690,000, commencing January, 1990, 


with a final payment of $735,000 in 2004. 
The 6% % Industrial Revenue Bonds, 
1974 Series, provide for annual sinking 
fund payments of $100,000 commencing 
January, 1990. The proceeds of each 
bond issue are held in escrow and may be 
used only for the purposes of each issue. 

In 1977 the Company purchased de- 
bentures to be applied against sinking 
fund requirements as follows: 7.45% 
($1,250,000); 5% ($320,000); and 4% % 
($750,000). The gain on such purchases 
was not material. 

As at December 31, 1977, principal 
payments on consolidated long-term 
debt required through 1982 amount to 
$1,687,000 (1978), $3,425,000 (1979), 
$4,284,000 (1980), $3,714,000 (1981), 
and $4,708,000 (1982). 

The agreements covering certain bor- 
rowings include, among other matters, 
restrictions on the payment of cash divi- 
dends and the acquisition of the Com- 
pany’s stock. Consolidated Retained 
Earnings available for such purposes 
amounted to approximately $89,000,000 
as at December 31, 1977. 


. Federal and Foreign Income Taxes 


Provisions for income taxes were as fol- 
lows: 
1977 1976 
Income taxes 
currently payable 
Tax effects of 
timing differences 


$16,456,000 $15,911,000 


2,471,000 3,031,000 
$18,927,000 $18,942,000 


Tax effects of timing differences result 
primarily from the use of different depre- 
ciation and amortization methods for 
financial and tax reporting. 


The difference between the effective 
tax rates and the 48% U.S. income tax 
rate is attributable to the following fac- 
tors: 


1977 1976 

Effective rate per 

statements of income 43.4% 45.1% 
Investment tax credits Dail Weil 
Percentage depletion allowed 

for tax purposes in excess 

of cost depletion 1.4 BD 
Foreign tax rates—net (0.5) (2.0) 
Tax benefit of a loss 

arising from an investment 

in a foreign subsidiary 1.4 _ 
All other—net (0.4) 1.0 
U.S. income tax rate 48.0% 48.0% 


In 1977 the Company recognized a 
tax benefit with respect to a loss on an 
investment in a foreign subsidiary. This 
loss was provided in prior years. 

Accumulated unremitted earnings of 
foreign subsidiaries at December 31, 
1977 aggregated $25,000,000. No Fed- 
eral income taxes would be payable if 
such earnings were distributed (based 
on current tax rates, reduced by foreign 
credits). 
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Shareholders’ Equity 
Each share of the $2.65 Cumulative Con- 
vertible Preferred Stock, par value $1, 
is entitled to one vote, is subject to re- 
demption at the Company’s option at $66 
per share, has a minimum liquidating 
preference of $66, and is convertible in- 
to 2.49 shares of the Company’s Com- 
mon Stock. 

Transactions in the Company’s issued 
Common Stock were as follows: 


Number of Shares 
1977 1976 


Balance at beginning 
of year 

Conversion of 
21,495 (1977) and 
55,250 (1976) shares 


5,590,989 5,445,228 


of Preferred Stock 532508 igoSo 
Issued on exercise 

of options 51,168 8,225 
Balance at 

end of year 5,695,660 5,590,989 


During 1976, there were 2,927 Treasury 
shares issued upon the conversion of 
1,176 shares of Preferred Stock. 

As at December 31, 1977, unissued 
Common Stock of the Company is re- 
served for issuance in accordance with 
the terms of 4Y%2% Convertible Subor- 
dinated Debentures (285,000 shares), 
the $2.65 Cumulative Convertible Pre- 
ferred Stock (298,123 shares), and the 
stock option plan (201,713 shares). 

The Company has a qualified stock 
option plan for employees which termi- 
nates on December 31, 1978. All options 
granted under this plan are granted at a 
price not less than the market price of 
the Company’s Common Stock on the 
date of grant. Options expire five years 


from the date of grant. As of December 
31, 1977 and 1976, there were 4,213 and 
196,675 shares available for grant under 
this plan. 

Stock option transactions were as fol- 
lows: 


Shares 
1977 1976 
Outstanding at beginning 
of year 56,955 69,150 
Granted ($26.375 per share) 197,500 _ 
Exercised Gijt68)— (85225) 
Canceled (of which 5,038 
and 3,970 are reissuable) (5,787) (3,970) 
Outstanding at end of year 197,500 56,955 
Exercisable at end of year — 56,955 


. Pension Plans 


Pension costs expensed under formal 
pension plans maintained by the Com- 
pany amounted to $3,260,000 (1977) and 


$2,960,000 (1976). Unfunded liabilities 
for several of the plans were approxi- 


mately $1,300,000, at December 31, 
1977. There were no unfunded vested 
benefits as of the same date. 


Lease Commitments 
Rental expenses in 1977 were $5,340,000 
as compared to $5,380,000 in 1976, ex- 
cluding mineral lease rentals. 

As at December 31, 1977, minimum 
rental commitments under noncancell- 
able leases amounted to: 


For the 

year: Total Real Estate Equipment 
1978 $3,156,000 $1,255,000 $1,901,000 
1979 2,329,000 1,226,000 1,103,000 
1980 1,780,000 1,134,000 646,000 
1981 1,617,000 1,124,000 493,000 
1982 1,328,000 999,000 329,000 
1983— 

expiration 

of leases 2,873,000 2,255,000 618,000 


The provisions of the Financial Ac- 
counting Standards Board Statement on 
“Accounting for Leases’? had no ma- 
terial effect on the accompanying finan- 
cial statements or those of prior years. 
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. Entitlements Program 


The petroleum refining operations of the 
Company are subject to various Federal 
regulations, including those governing 
the crude oil cost equalization program 
—“entitlements’” program. The purpose 
of this program is to equalize the cost 
of crude oil among refiners. The value 
of an entitlement is established under 


Federal regulation, and changes in the 
entitlement value parallel closely the 
changes in the market price of crude 
oil. During 1977 and 1976, the Company 
received $11,350,000 and $5,207,000, 
respectively, from other refiners under 
this program. These amounts are re- 
flected in the consolidated statements 
of income as a reduction in cost of goods 
sold. 


The entitlements program, which is 
administered by the Department of En- 
ergy, formerly the Federal Energy Ad- 
ministration, is scheduled to expire in 
1979 under the present law; however, 
Congress Is presently proposing legisla- 
tion to replace the entitlements program. 
The Company cannot predict the out- 
come or the effect of such legislation. 


. Other Matters 


The Company is contingently liable for 
approximately $2,000,000 on debt of a 
foreign affiliate due semi-annually 
through 1981. 

During 1977, the Company adopted a 
Tax Reduction Act Employee Stock Own- 
ership Plan (TRASOP) under which em- 
ployees of the Company are awarded 


shares of the Company’s Common Stock. 
The number of shares awarded annually 
is based on the dollar amount of an addi- 
tional 1% investment tax credit utilized 
by the Company for Federal income tax 
purposes. 

In 1977, the Company sold for cash 
all the operating assets, including inven- 
tories, of its polybutylene business. This 


transaction had no material effect on the 
Company’s financial position. Net sales 
of polybutylene products were not ma- 
terial. The Company’s net income in 1977 
and 1976 was reduced by $2,950,000 
(52 cents per share) and $2,100,000 
(38 cents per share), respectively, from 
losses in polybutylene operations. 
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. Litigation 


The Company along with other parties 
and certain Company employees is a de- 
fendant in a civil action alleging, among 
other claims, violations of certain provi- 
sions of the Federal antitrust laws. Dam- 
ages of $48 million, including treble 


damage antitrust claims of $45 million, 
are being sought in this action. Manage- 
ment considers the claims to be without 
merit and is contesting the action. 

In addition, there are various other 
lawsuits pending against the Company. 


Counsel to the Company has advised 
that it does not consider that the out- 
come of the above lawsuits will have a 
materially adverse effect on the Com- 
pany’s business or financial position. 
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14. Quarterly Financial Data (Unaudited) 
Selected quarterly data for the years ended December 31, 1977 
and 1976, in thousands of dollars, except for the per share data, are as follows: 


KF 


1977 
Cost of Goods Earnings 
Quarter Net Sales Sold (a) Net Income Per Share Net Sales 
First (b) $149,101 $127,298 $ 4,556 $ .80 $131,918 
Second 167,298 141,709 6,254 1.09 144,501 
Third 160,975 132,446 7,519 leon 145,439 
Fourth 155,038 129,522 6,314 1.10 144,100 
Total $632,412 $530,975 $24,643 $4.30 $565,958 


1976 
Cost of Goods Earnings 
Sold (a) Net Income Per Share 
$110,007 $ 5,457 $ .98 
WU SLH 6,780 1.22 
122,197 rong QI 
121,475 5,306 .93 
$471,996 $23,062 $4.10 


(a) Includes the caption Depreciation, Depletion and Amortization, a portion of which is applicable to Selling and Administrative Expenses. 

(b) During the first quarter of 1976, the Company’s foreign subsidiaries adopted a November 30 fiscal year. As a result, the Consolidated Statement of 
Income in 1976 includes only eleven months of operations. This one-time change affected net sales by approximately $10,000,000, net income by 
$300,000, and earnings per share by 5 cents. The Consolidated Statement of Income for 1977 includes twelve months of operations. 


Asset Replacement Cost 
Information (Unaudited) 
in compliance with the rules of the Se- 
Curities and Exchange Commission, the 
Company has estimated replacement 
cost information for certain inventories 
and property, plant and equipment to- 
gether with the approximate effect which 
replacement cost would have on cost of 
goods sold and depreciation expense. 
Such replacement costs, if the Com- 
pany was to totally replace, would be 
higher than historical cost, resulting in 
increased cost of goods sold and depre- 
ciation expense. 


Reference is made to the Company’s 
Annual Report Form 10-K filed with the 
Securities and Exchange Commission (a 
copy of which is available upon request), 
which contains specific information with 
respect to replacement cost. The re- 
placement cost information is intended 
to be an aid in understanding the effects 
of inflation on the current costs of oper- 
ating a business and on the capital re- 
quired to replace certain assets. Due to 


the necessarily subjective judgments 
required in estimating such data together 
with the theoretical problems in deter- 
mining a quantifiable amount, no revised 
net income amount has been estimated 
and no such conclusion should be drawn 
by a reader from the data shown in the 
10-K. 


Accountants’ Report 


To the Board of Directors 
Witco Chemical Corporation 
New York, NY 


We have examined the consolidated balance sheets of Witco Chemical Corporation and subsidiary companies as at Decem- 
ber 31, 1977 and 1976, and the related consolidated statements of income, retained earnings, capital surplus and changes in 
financial position for the years then ended. Our examinations were made in accordance with generally accepted auditing 
Standards and, accordingly, included such tests of the accounting records and such other auditing procedures as we con- 
sidered necessary in the circumstances. 

In our opinion, the above-mentioned financial statements present fairly the consolidated financial position of Witco Chemical 
Corporation and subsidiary companies at December 31, 1977 and 1976, and the consolidated results of their operations and 
the consolidated changes in their financial position for the years then ended, in conformity with generally accepted account- 


ing principles applied on a consistent basis. 


New York, NY 
January 31, 1978 
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Management’s Discussion and Analysis of the 
Consolidated Statements of Income 


The Company's performance for the year 
1977 reflected the continuing strength in 
worldwide business activities as a result 
of the economic recovery which com- 
menced during 1976 and continued in 
1977. Such economic recovery assisted 
in the creation of an increased demand 
for the Company’s products in 1977 
while, at the same time, allowing the 
Company to realize increases in its sell- 
ing prices. 

Year-to-year changes in the consoli- 
dated statements of income captions for 
revenue and expense items are as fol- 
lOWs: 


Percentage 
Increase/ (Decrease) 
1977 vs. 1976 vs. 
1976 1975 
Revenues: 
Net Sales 12% 7% 
Interest 6 6 
Miscellaneous—Net 38 (69) 
Total Revenues 12 7 
Costs and Expenses: 
Cost of Goods Sold 12 5) 
Selling and Administrative 
Expenses 13 12 
Depreciation, Depletion 
and Amortization 14 ) 
Interest — (12) 


Provision for Losses on 
Investments and 


Termination of Operations — (100) 
Total Costs and 
Expenses WZ Ss) 
Income Before Federal and 
Foreign Income Taxes 4 42 
Federal and Foreign Income 
Taxes = 20 
Net Income 7 66 
Net Sales 


In 1977, net sales attained record levels, 
increasing 12% to $632,412,000 com- 
pared to $565,958,000 for 1976, which 
was 7% greater than 1975 net sales. The 
1977 increase over 1976 was the result 
of a unit volume increase of approxi- 
mately 7% and an average domestic 
unit price increase of approximately 8%, 
while in 1976 the increase over 1975 was 
attributable to a unit volume increase of 
approximately 7% and a 6% domestic 
unit price increase. In addition, 1977 re- 
flects twelve months of operations for 
the Company’s international subsidiaries 
whereas, as a result of a change in fiscal 
years for these subsidiaries, in 1976 only 
eleven months of operations were re- 
flected. 


Miscellaneous—Net 

Miscellaneous net of $1,409,000 in 1977 
reflected a 38% increase over 1976. 
Miscellaneous net in 1976 was 69% less 
than the 1975 amount. The principal 
reasons for the 1977 increase were the 
reduced losses on foreign currency 
translation and the effect of the disposi- 
tion of certain productive facilities, in- 
cluding the sale of the Company’s 
polybutylene business. 

The decrease between 1976 and 1975 
resulted principally from the net effect of 
certain transactions which occurred in 
1975: (a) approximately $3,500,000 of 
income was realized from the Company’s 
decision to terminate its Carbon Black 
Distributorship Agreement and from a 
sale of technology, and (b) the Com- 
pany had experienced operating losses 
from certain foreign affiliated companies 
which were sold during 1976. 


Cost of Goods Sold 

Cost of goods sold in 1977 totalled 
$513,646,000, an increase of 12% over 
1976, which was $456,845,000 and rep- 
resents an increase of 5% over 1975. 
The increases in both years were pri- 
marily a result of the increased unit sales 
volumes and related increases in raw 
material costs, wages, energy, and other 
manufacturing costs. In the Company’s 
petroleum operations, the cost of pur- 
chased crude oil increased during both 
years, which was offset by the entitle- 
ments program of the Department of 
Energy (DOE). The Company received 
$11,350,000 and $5,207,000 during 1977 
and 1976, respectively, under the entitle- 
ments program. These amounts are re- 
flected in the consolidated statements 
of income as a reduction in cost of goods 
sold. 


Selling and Administrative Expenses 
The increase in selling and administra- 
tive expenses of 13%, from $48,977,000 
in 1976 to $55,346,000 in 1977, and 12%, 
from $43,813,000 in 1975 to $48,977,000 
in 1976, is primarily attributable to in- 
creases in employee salaries and fringe 
benefits, advertising expenditures, em- 
ployee travel expenses, professional 
services and commissions paid on sales. 
In addition, 1977 includes an additional 
month of international operations not 
included in 1976. 


Depreciation, Depletion and 
Amortization 

Depreciation, depletion and amortiza- 
tion expenses of $17,329,000 in 1977 
and $15,151,000 in 1976 represented an 
increase of 14% and 9% over the re- 
spective previous years. The increased 
capital expenditure programs during the 
last few years have led to increases in 
the Company’s depreciation, depletion 
and amortization charges. Such expen- 
ditures were primarily for the expan- 
sion, modernization and consolidation of 
plant facilities; to cover environmental 
regulations mandated by the govern- 
mental authorities; Occupational, Safety 
and Health Authority (OSHA) require- 
ments; and for the acquisition of crude 
oil mineral rights and the related pro- 
ducing activities associated with the ex- 
traction of crude oil from these mineral 
rights. 


Interest Expense 

Interest expense of $5,414,000 in 1977 
was comparable to 1976’s expense of 
$5,401,000. The 1976 interest expense 
was 12% lower than in 1975 primarily 
from the Company’s lower borrowing 
levels and the elimination in 1976 of sev- 
eral commitment fees to maintain short- 
term borrowing arrangements. 


Federal and Foreign Income Taxes 
Total income taxes in 1977 did not in- 
crease significantly over 1976. However, 
total income taxes in 1976 increased 
20% over 1975 due to increased taxable 
earnings. 


Net Income 

Net income in 1977 increased 7% to 
$24,643,000, from $23,062,000 in 1976. 
This increase was attributed primarily to 
reduced losses on foreign currency 
translations, higher sales volumes and a 
product mix yielding higher profit mar- 
gins. Net income for 1976 increased by 
66% because earnings in 1975 were ad- 
versely affected by $4,300,000, as a 
result of the establishment of a provision 
for losses on foreign investments. Before 
such loss provision, 1976 net income in- 
creased approximately 27% _ primarily 
from improved profit margins resulting 
from higher sales volumes. 
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Witco Chemical Corporation and Subsidiary Companies 


Ten Year Statistical Summary 


Years ended December 31 1977 
(Dollars in thousands, except per share data) 


Summary of Operations 


Net sales $632,412 $565,958 
Other income—net 2,893 2,420 

Total net sales and other income 635,305 568,378 
Cost of goods sold 513,646 456,845 
Selling and administrative expenses 55,346 48,977 
Depreciation, depletion and amortization 17,329 LOO 
Interest expense 5,414 5,401 
Provision for losses on investments and termination of operations = — 

Total costs and expenses 591,735 526,374 
Income before Federal and foreign income taxes and extraordinary items 43,570 42,004 
Federal and foreign income taxes 18,927 18,942 
Income before extraordinary items 24,643 23,062 

As per cent of net sales 3.9% 4.1% 
Extraordinary credit (charge) — = 
Net income $ 24,643 $ 23.062 
Net income applicable to Common Stock, after dividend requirements 

of Convertible Preferred Stock $ 24,309 $22,667 
Dividends declared $ 8,783 $ 7,909 
Financial 
Working capital $116,109 $ 94,381 
Ratio of current assets to current liabilities 2.50 2.30 
Property, plant and equipment expenditures $ 29,404 $ 27,398 
Property, plant and equipment—net $135,180 $137,073 
Long-term debt $ 69,310 $ 72,213 
Total shareholders’ equity $179,921 $162,801 
Book value per Common Share $30.20 .$ 27.45 
Shareholders 
Number of shareholders—at year end 7,145 7,201 
Per Common Share: 

Income before extraordinary items $4.30 $4.10 

Extraordinary credit (charge) — = 

Net income $4.30 $4.10 

Shares used in this computation (b) 5,656,414 5,517,668 
Per Common Share—assuming full dilution: 

Income before extraordinary items $3.98 $3:/5 

Extraordinary credit (charge) _ — 

Net income $3.98 NCH Ao) 

Shares used in this computation (b) 6,277,542 6,244,788 
Dividends paid during calendar year per share: 

Common Stock $1.46 $1.30 

Preferred Stock $2.65 $2.65 
Market price, to the nearest dollar, per Common Share on 

New York Stock Exchange (high—low) $34-23 $30-21 


(a) A change to LIFO method of inventory valuation in 1974 for substantially all domestic inventories not previously valued on a LIFO basis decreased 
1974 net income approximately $7.9 million or $1.52 per Common Share ($1.30 per Common Share—assuming full dilution). 


1976 


(b) See Notes to Financial Statements—1. Summary of Significant Accounting Policies (Net Income per Common Share). 
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Witco Chemical Corporation 


Management of Witco’s Foreign Manufacturing Subsidiaries Affiliates 
CANADA ISRAEL Continental Carbon Company (20%) 
J. E. CUNNINGHAM Y. LUBLINI Houston, Texas 
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A. TAYLOR 
Managing Director the NETHERLANDS 
The Baxenden Chemical Company C. N. KAPER 
Limited (53 V2 %) J. A. van LEEUWEN 
Co-Managing Directors 
FRANCE Witco Chemical B.V. (100%) 
J. LEVEUF Jonk B.V. (100%) 


President and Director General 
Witco Chemical S. A. (100%) 


Manufacturing Locations 


UNITED STATES 


ALABAMA CALIFORNIA DELAWARE LOUISIANA NEW JERSEY OHIO PENNSYLVANIA TEXAS 
LeMoyne Carson New Castle Gretna Paterson Cleveland Bradford Houston (2) 
Los Angeles Taft Perth Amboy Petrolia Marshall 
Lynwood ILLINOIS Trainer Point Comfort 
Oildale . NEW YORK 
: Chicago (2 
Richmond (2) Ge Brooklyn WASHINGTON 
Quincy 
FOREIGN 
CANADA ENGLAND FRANCE ISRAEL MEXICO the NETHERLANDS 
Brantford Accrington Elbeuf Haifa Cuautitlan Amsterdam 
Montreal Droitwich Haarlem 
Oakville Dronfield Koog Aan De Zaan 
Toronto London 
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